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Annual General Meeting 


The Annual Meeting of Shareholders of 

Vicom Multimedia Inc. will be held at 

10:00 AM on Wednesday, June 28, 2000 in the 
Mayfair Room, Delta Edmonton Centre Suite Hotel 
10222 - 102 Street, Edmonton, Alberta 


Board of Directors’ Report 


During the last year the Company initiated a number of significant changes 
in an effort to reduce losses and establish a presence in growth markets. 
These changes are outlined below. 


New President 

At last year’s annual general meeting, we announced that we had engaged a 
search firm to find a new president and CEO for the Company. Last fall, 
after an extensive search, we concluded an agreement with Garry Meier, 
who joined as President in December 1999. Regrettably, Garry chose to 
resign for personal reasons on January 31, 2000. On March 31, 2000, we 
were pleased to locate and engage Mr. David Hamill as President and CEO 
of the Company. David has a strong background in marketing and sales 
gained from executive positions with companies such as IBM. ‘This, 
combined with his recent experience at the Workers’ Compensation Board 
of Alberta, makes him an excellent candidate to facilitate the Company’s 
established plan for commercialization of the Industrial Health and Safety 
products in the United States and the rest of Canada. 


At the end of this report our new President has provided his perspective on 
the future plans for the Company. 


Industrial Health and Safety 

The Industrial Health and Safety (IH&S) business unit is responsible for 
leveraging one of the media production centres’ most successful creations: 
SAFE-I-Disc®, the first in a line of Internet-based training products the 
Company plans to develop. CSTS (Construction Safety ‘Training System) 1s 
the first product developed in the line. ‘Tens of thousands of workers have 
been trained on CSTS, and the new Internet version will allow the 
Company to reach huge markets cost effectively and rapidly. 


The current year brought about significant changes to this business unit 
with the re-establishment of a focused research and development group. 
For a number of years, research and development was curtailed in this area. 
‘This reduced development activity was primarily due to low market 
acceptance of behaviour-based computerized training in the industrial 
health and safety arena, most particularly in the construction areas where 
the current product line is focused. 


Recently, the industry has come to accept and demand behaviour-based 
training. The Occupational Safety and Health Administration (OSHA), a 
quasi-judicial arm of the U.S. Department of Labor, has placed a strong 
emphasis on such training in a bid to reduce the incidence of workplace 
injury in these areas. Despite being only five percent of the U.S. labour 
market, construction injuries account for nearly 20 percent of all workplace 
injuries in the U.S. 


The Company’s sales of its current product in Alberta have reached 
maximum market penetration, resulting in declining revenues for the 
current year. Subsequent to year end, the Company granted an exclusive 
license to the Alberta Construction Safety Association (ACSA) for the 


CSTS is the best 
program we’ve seen! 


Sherwood Kelly 
Wills Corporation 


IVIS is a key element in 
passenger satisfaction. 


Leslie Gavin 
Calgary Airport Authority 


current product, limited to the Alberta market. Moving forward, the 
Company is focusing on its U.S. market opportunities. Significant steps 
have been taken to establish a strong presence in the U.S. market. 

The pricing structure of the product was changed from a per disc fee to 

a per user fee. This change allows the Company to increase its revenue 
base and allows users to accurately predict their training costs on a per user 
basis. 


Most recently, the Company signed a distribution agreement with Willis 
Corporation, a top-tier insurance brokerage firm that claims the largest 
penetration in the construction market. Sherwood Kelly, Senior Vice 
President and Director of Safety Management with Willis said, “We 
maintain our position as the largest construction insurance broker in the 
world by doing more than just selling insurance to our clients. We provide 
our clients with information and innovative concepts to help them improve 
their bottom line. CSTS is the best program we’ve seen — adding it to our 
portfolio has greatly enhanced our service offerings to our clients’ risk 
management programs.” We believe this relationship will bring significant 
growth for the Company in this market area because joining forces with the 
extensive Willis network adds significant reach into the U.S. market. We 
also signed a third-party training agreement in the Chicago area with a 
subsidiary of a large regional insurance broker, ‘T.J. Adams & Associates, Inc. 


The sales cycle is, however, quite long, as the construction industry is 
uncertain about how to deal with the issue of delivering safety training at 
the worker level. Up to this point, construction companies traditionally 
have trained supervisors about safety and relied on these supervisors to 
oversee the workers and ensure that they work in a safe manner. This 
model is now changing to one where the individual worker is trained. 


Airport Interactive Services 

During the second quarter of this year, the Company entered into an 
arrangement with TELUS Payphone Services and the Calgary Airport 
Authority to launch a multimedia information service — the Interactive 
Visual Information System (IVIS), at the Calgary International Airport. 
Leslie Gavin, Business Development Specialist at the Calgary Airport 
Authority said that the Company was “... a key element in the production 
of the user interface for [VIS at the Calgary International Airport which has 
been very well received by our passengers.” 


The IVIS system is comprised of two elements. Three video walls located 
within the airport provide visitors with tourism information interspersed 
with commercials paid for by advertisers. The Company owns and is 
responsible for the programming of these video walls, and has an 
arrangement with the Pattison Group to sell advertising for the video wall. 
‘The second element is the multimedia payphones (MPPs) located 
throughout the airport. The MPPs provide users free access to tourist 
information such as accommodations, attractions, transportation services, 
restaurants and so on. The Company maintains this service, and clients are 
engaged to list on the MPPs as a source of revenue. 


The long-term plan of this business unit is to expand the services to other 
airports, thereby increasing the value of the services to advertisers, and 
ultimately increasing the profitability of the unit. 


Media Production 

The Company continues to own and operate media production centres in 
Edmonton and Saskatoon. These centres provide their local markets with 
multimedia and video production expertise. Unfortunately erosion of sales 
volumes for custom media production services continued this year. ‘To 
reduce losses, the Company closed the Calgary multimedia and video 
production facility, and further downsized the Edmonton production 
operation. The results of these actions are discussed further in the 
Management Discussion and Analysis section of this report. This year 

is also the first full year of reporting on the Saskatoon media 

production operation. 


Pre-Press Operations 

In late 1998, the Company purchased the pre-press operations of the 
bankrupt Newhaven Media group. These facilities, which provide printed 
page layout and film output services, are located in Calgary, Regina and 
Saskatoon. Competitive markets for pre-press operations led to losses in 
the Saskatoon pre-press market and ultimately the closure of that 
operation, whose assets were sold for a modest gain. Additional investment 
in major hardware was made in the Calgary market, where the pre-press 
market is stronger than comparable markets in Regina and Saskatoon. Sales 
in the pre-press operations in Calgary and Regina strengthened this year, 
but not to the desired extent. As a result, there were operational losses 
from this group as a whole. Current year business plans, however, call for 
positive cash flow. Management continues to pursue increased sales and 
profitability by looking at all options for these businesses. 


iKnowledge 

Our investment in 1Knowledge, Inc. continues to be a source of optimism 
for future shareholder value. iKnowledge provides an integrated platform 
for companies who are designing, developing and managing high-impact 
applications deployed on the Internet. 


‘The Company at present owns 5,000,000 common shares of iKnowledge. 
‘The Company’s investment 1n iKnowledge is recorded at cost. In the past 
year, additional investment by third parties of US $2,700,000 in iKnowledge 
for continued software and market development has occurred. As a result of 
the financing to date, the Company’s interest has been reduced from 45 
percent to approximately 20.3 percent. Additional financing, anticipated to 
close by the mailing of this document, will see an additional US $5,000,000 
invested by third parties to continue further solution development. ‘The 
proposed purchase price per share is US $0.25. Subsequent to this 
financing, our interest will reduce to approximately 11.2 percent. 


Interactive training like 
Vicom’s is the future. 
Bruce Swanson 


US Department 
and Labor 


Com-Do Joint Venture 

During fiscal 1998, the Company produced a multimedia Taekwon-Do 
encyclopedia at cost, in exchange for 50 percent interest in a joint venture 
created to market and sell the product. During the current year, the 
Company divested its interest in this joint venture for proceeds of 
$100,000 and a net gain of $88,565 as recorded in the financial statements. 


SmartCatalog 

The final chapter of SmartCatalog occurred in June 1999, with the receipt 
of the final instalment payment on the sale of our investment to Fisher 
Scientific. Readers may recall that the Company sold the assets of the 
SmartCatalog business in exchange for a 50 percent interest in a corporate 
joint venture called SourceSys, Inc. 


The Future 


by David Hamill 

Over the last year, the Company has successfully spent time and effort 
working with organizations that specify and influence solutions within the 
workplace insurance and safety markets. The Company’s products have 
been evaluated by industry experts at the University of Florida M.E. Rinker 
Sr. School of Building Construction, the Workers’ Compensation Board of 
Alberta, the Occupational Health and Safety Administration of the U.S. 
Department of Labor (OSHA), and the Construction Education Foundation 
of North Texas, amongst others. With these positive independent 
evaluations, the Company has clearly established both the credibility and 
effectiveness of its IH&S products. 


In fact, in a recent presentation of two of the SAFE-T-Disc products to 
OSHA, Bruce Swanson, the Director of Construction, Department of Labor 
said, “Interactive training, like that developed by Vicom, represents the 
future of safety training. If construction employers used interactive training 
programs, they could recognize significant cost benefits.” 


Capitalizing on these strengths, the Company is now executing an 
ageressive sales, marketing and distribution initiative. The Company is 
exploring opportunities in technology collaboration and strategic business 
alternatives that optimize product and business development and drive 
increased shareholder value. 


Management Discussion and 
Analysis of Financial Condition and 
Results of Operations 


Management has prepared the 
following discussion as a review of 
the Company’s operating results 
and financial condition based on 
Canadian generally accepted 
accounting principles. It should be 
read in conjunction with the 
Company’s 2000 audited 
consolidated financial statements, 
including the notes thereto. 


General 

Over the last year, the Company has 
made a number of changes to the 
organization in an effort to 
streamline operations. The media 
production operations were 
restructured to allow for greater 
margin in a market area where the 
market share was under pressure 
from other competitors. We 
increased the personnel in the 
Industrial Health and Safety 
business unit to reposition the 
group to enter the U.S. market, 
where behaviour-based training in 
the health and safety arena is 
becoming a strong market. 


Results of Operations 

As noted in the Board Report, the 
Company undertook several 
initiatives to rationalize certain 
operations and increase the size of 
others, such as SAFE-I-Disc and 
Airport Interactive Services. 
Operations of Airport Interactive 
Services are included in the results 
of operations of the Media 
Production Services group. ‘To 
facilitate analysis of the financial 
results, a discussion of results on a 
segmented basis is provided, 
followed by a discussion of 

overall results. 


Segmented Information 
Operating highlights for each of the 
Media Production Services and 
Product Development and 
Distribution segments for the years 
ended January 31, 2000 and 
January 31, 1999, are set out in 
Tables 1 and 2, respectively. 


Table 1 Operations highlights 2000 ($000’s) 


Unallocated 
Media Production Product Development Corporate Consoli- 
Services and Distribution Costs dated 


Media Pre-Press Nereus (now Industrial 
Production Operations iKnowledge) Health & Safety 


Revenue 2,031 237 — 167 o 3,435 


Gross profit (HE 565 — oS — 1,432 


Interest income — = — oa 76 76 


Gain on sale of interest in joint venture — — — _— 88 88 


Selling, marketing, general 


and administration 778 584 — 704 1,115 3,181 
Amortization Sih 167 — 19 ee 625 
Research & development —_ — — 180 — 180 
‘Total expenses 1,090 75 = 903 1,242 3,986 
Loss before the undernoted (318) (186) — (808) (1,078) (2,390) 
Reduction in income taxes incurred on 
discontinued operations by application 
of losses of continuing operations 99 
Future income taxes S29 
Loss from continuing operations (12962) 
Discontinued operations 183 
Net loss from all operations Cie772) 
Table 2 Operations highlights 1999 ($000’s) 
Unallocated 
Media Production Product Development Corporate Consoli- 
Services and Distribution Costs dated 


Media Pre-Press Nereus (now Industrial 
Production Operations iKnowledge) Health & Safety 


Revenue 3,746 440 8 440 — 4,634 


Gross profit 1,108 151 (46) 318 — POS! 


Interest income — — — — 70 70 


Selling, marketing, general 
and administration 1,144 281 103 ils") 1,046 2,139 


Amortization 386 20 9 8 592, 815 
Research & development — — 66 —- _- 66 
‘Total expenses 1,530 301 178 167 1,438 3,614 


Loss before the undernoted (422) (150) (224) NEN (1,368) (2,013) 
Reduction in income taxes incurred on 
discontinued operations by application 
of losses of continuing operations 1,052 


Loss from continuing operations (961) 
Discontinued operations 2,054 


Net earnings from all operations 1,093 


Media Production 

Readers may recall that the 
Company commenced downsizing 
the media production business in 
the fourth quarter of the prior year. 
During the current year, the 
Company further downsized the 
Edmonton media production 
operations and closed the Calgary 
media production facility. These 
steps were undertaken as the 
Company saw its traditional market 
share in these areas erode to other 
competitors who were structured in 
a sub-contractor fashion. This 
restructuring, while resulting in 
lower revenues, has also resulted in 
higher gross margins and, for the 
latter half of the year, higher 
contribution margins. Also included 
in the current year results are the 
operations of Airport Interactive 
Services Inc., a subsidiary that 
commenced operations at the 
Calgary Airport in July 1999. 


Resulting revenues from media 
production decreased by $1,715,000 
from $3,746,000 last year to 
$2,031,000 for the current year, 
including approximately $200,000 of 
revenue from Airport Interactive 
Services. Gross profit decreased 
from $1,108,000 last year to 
$772,000 for the current year, a 
reduction of $336,000. The gross 
profit as a percentage increased 
from 30% last year to 38% for the 
current year as a result of the 
actions taken. Selling, marketing, 
general and administrative expenses 
decreased by 32% from $1,144,000 
last year to $778,000 for the current 
year. Net loss from operations 
improved from $422,000 last year to 
$318,000 for the current year, an 
improvement of $104,000. 


Improvements in gross profits and 
net loss in Edmonton and Calgary 
were offset by losses in the 


Saskatoon market, where the media 
production operations are still 
struggling with poor market share 
and resulting operational losses. At 
the writing of this report, the 
Company is actively engaged in 
reviewing divestiture alternatives 
for the Saskatoon media production 


centre. 


Pre-Press Operations 

This year is the first full year of 
operations for the pre-press 
businesses. The prior year results 
include approximately 4 months of 
operations. Revenue increased from 
$440,000 last year to $1,237,000, an 
increase of $797,000. As noted in 
the Board Report, the Saskatoon 
pre-press operations were closed 
and the assets sold. Gross profit 
increased from $151,000 or 34% last 
year to $565,000 or 46%, an 
improvement of $414,000. Selling, 
marketing, general and 
administration expenses increased 
by $303,000, from $281,000 (64% of 
sales) to $584,000 (47% of sales). 
Amortization increased significantly 
from $20,000 last year to $167,000 
this year, largely as a result of 
purchase of image setting 
equipment for the Calgary operation 
early in the year. 


iKnowledge 

‘The current year results do not 
include any of the operations of 
iKnowledge. While the Company 
exerts significant influence over the 
operations of iKnowledge through 
its 20.3% interest therein, the 
investment is recorded at cost, as 
iKnowledge, Inc. is a development 
stage enterprise and near term 
earnings therefrom are not 
determinable. 


As noted in the Board Report, 
additional financing is being 


arranged, with an equity injection of 
US $5,000,000 at US $0.25 per 
share. This is expected to fund 
iKnowledge operations through the 
balance of the calendar year and 
into 2001. 


industrial Health and Safety 
Revenues for this business unit 
decreased from $440,000 last year to 
$167,000 this year due to the high 
market penetration of the 
traditional Alberta market, as noted 
in the Board Report. Gross margin 
dropped from 72% last year to 57% 
this year, largely due to some fixed 
expenses being applied to the 
reduced sales volume. 


Selling, marketing, general and 
administrative expenses increased 
significantly this year to $704,000 
from $159,000, as the Company 
focused much of its efforts in this 
area in establishing long term 
contacts and positioning the 
product in the U.S. market place. 
This increase of $545,000 includes 
the transfer of sales and 
administration personnel from other 
areas to the Industrial Health and 
Safety business. This business now 
includes three salespersons, 
marketing, and administrative 
support personnel. Additionally, a 
significant portion of the President’s 
time is spent supporting this 
business unit’s activities. 


Product development expenses of 
$180,000 (1999 — nil) include the 
employment costs of the 
development team, together with 
related incidental expenses. As 
noted in the Board Report, the 
development team was re- 
established this year as the need to 
update the product for the U.S. 
market became apparent. The 
product development team was also 


created with personnel from other 
business units of the Company. 


Corporate Costs 

Selling, marketing, general and 
administration costs increased 
marginally from last year, from 
$1,046,000 to $1,115,000, largely as 
a result of severance costs related to 
the business unit rationalizations 
and personnel changes as well as 
executive search costs. Amortization 
decreased significantly because of 
the write-down of capital assets 
included in last year’s results. Net 
unallocated corporate costs 
decreased by $290,000 compared to 
last year, totalling $1,078,000 for the 
current year compared to 
$1,368,000 last year. 


Discontinued Operations — 
SourceSys Joint Venture 
Effective June 10, 1998, Vicom sold 
its investment in SourceSys Inc., 
the successor joint venture of the 
Company’s SmartCatalog business. 
The majority of the proceeds were 
recognized in the prior year. During 
fiscal 2000, the Company received 
additional proceeds held in escrow 
of $282,163, which have been 
recorded in these statements as a 
gain on sale of discontinued 
operations. For further details, 
please refer to Note 8 of the 
consolidated financial statements. 


Overall Results 

Revenue decreased from $4,634,000 
last year to $3,435,000, largely as a 
result of reduced media production 
and SAFE-T~Disc revenue, offset 
partly by the increase in revenue 
from pre-press operations. 


Gross profit increased as a 
percentage from 33% to 42% as a 
result of improved margins in media 
production and pre-press. However, 


gross profit overall decreased by 
$99,000, from $1,531,000 to 
$1,432,000. 


General and administration 
expenses increased by $383,000, 
from $1,763,000 to $2,146,000 due 
mainly to full year operations in the 
pre-press area and the Saskatoon 
media production business, 
compared to four months of 
operations last year. Additionally, 
there were several instances of 
severance costs borne by the 
Company as a result of business 
unit rationalizations and 


personnel changes. 


Selling expenses decreased by 
$132,000, from $811,000 to 
$679,000, mainly due to the closure 
of the Calgary media production 
centre and the further downsizing 
of the Edmonton media production 
centre. These reductions were 
offset in part by the increase in 
sales personnel for the Industrial 
Health and Safety business unit and 
by full year operations for the pre- 
press businesses compared to four 
months of operations last year. 


Amortization decreased 
significantly, from $815,000 last year 
to $625,000 this year, mostly due to 
the write-down of capital assets of 
$250,000 in the prior year. 
Additionally, surplus video 
production assets were sold this 
year, resulting in further reductions 
in capital assets. 


Marketing expenses increased from 
$159,000 to $336,000, an increase of 
$177,000. The majority of the 
increase results from the focus of 
the Industrial Health and Safety 
division on the U.S. market, with a 
portion of the increase resulting 
from full year operations in the pre- 
press businesses. 


Research and development 
expenses increased from $66,000 
last year to $180,000 this year. Last 
year expenses include one month of 
iKnowledge operations, whereas the 
current year expenses are those 
related to the Industrial Health and 
Safety business for the current year. 


Reduction in income taxes on 
current operations arises as a result 
of utilization of current year 
operating losses against the gain on 
sale of the Company’s investment 
in SourceSys, Inc. 


Future income tax benefits of 
$329,000 result from the Company 
adopting the new accounting 
standards relating to the accounting 
for income taxes. The benefit 
represents the Company’s estimate 
of the value of the future 
anticipated tax recoveries from the 
application of existing tax benefits. 
Due to the Company’s history of 
operating losses, management has 
been conservative in its assessment 
and has recorded a recovery equal to 
approximately 5% of the tax 
benefits available. 


Liquidity and Capital 
Resources 

‘The Company’s cash and short term 
investments decreased from 
$2,301,000 at January 31, 1999 to 
$1,207,000 as at January 31, 2000. 
‘The reduction reflects the 
operational losses, offset by 
proceeds on disposition of certain 
assets, and the reduction in cash 
required for working capital 
resulting from downsizing the 
media production operations. Cash 
utilized in operations decreased 
from $1,512,000 to $1,105,000 
mainly due to a reduction in the 
working capital requirements as 
noted above. Financing activities of 
$152,000 for the current year reflect 


debt repayments on capital leases 
and loans payable, as well as the 
share redemption associated with 
the repurchase of 185,000 common 
shares under the Company’s Normal 
Course Issuer Bid. Investment 
activities reflect the receipt of the 
final proceeds related to the sale of 
SourceSys, Inc., proceeds from the 
sale of the Taekwon-Do joint 
venture and net changes in capital 
asset additions. In addition to the 
cash and short-term investments, 
the Company also has access to 
authorized credit facilities of 
$790,000 that were not utilized at 
January 31, 2000. The credit 
facilities are subject to annual 
renewal by the lenders. 


The Industrial Health and Safety 
division is still in the early stages of 
U.S. market development. Future 
sales levels are not known. Current 
business plans anticipate sales levels 
that provide for adequate cash flow 
to meet the Company’s 
requirements. Should these sales 
levels not materialize, continued 
operations of the Company will be 
dependent upon further initiatives 
to cut overhead costs or secure 
additional financing. 


Risks and Uncertainties 
‘The Company is subject to the risks 
normally associated with the 
operation of a software product 
development and production service 
business. ‘The Company must 
ensure that adequate systems and 
resources are available to respond to 
competitor advances or market 
demands. 


‘The success of the Company is, and 
always will be, dependent on its 
ability to retain strong management 
and skilled personnel. The loss of 
such personnel could negatively 
affect the Company. 


The Industrial Health and Safety 
business unit has not seen 
significant sales to date. It is not yet 
determinable whether the Company 
will be successful in its efforts to 
commercialize this product line in 
the United States — its target 
market. 


Service revenues are highly 
dependent on the Alberta and 
Saskatchewan economies, and more 
particularly to the larger centre 
markets. ‘The number of 
competitors in each of these 
markets is very high. Price 
sensitivity is always an issue on 
smaller production service 
contracts. The Company’s market 
niche is seen as the higher volume 
production jobs where its twenty- 
one years of experience are seen as a 
strong competitive edge. 


There are a number of risks 
associated with the development 
and marketing of technology-based 
products such as those marketed by 
the Company. Multimedia 
technology is changing rapidly. ‘The 
Internet and the World Wide Web 
have, and will continue to impact 
the marketplace in which the 
Company competes. 


VICOM MULTIMEDIA INC. 
Consolidated Financial Statements 
Years ended January 31, 2000 and 1999 


Management’s Report 
The consolidated financial statements of Vicom Multimedia Inc. were prepared by Management in accordance 


with accounting principles generally accepted in Canada. The financial and operating information Premed) in this 
annual report is consistent with those financial statements. . 


Management has designed and maintains a system of internal controls to provide reasonable assurance that the 
Company’s assets are safeguarded and to facilitate the preparation of financial statements for reporting purposes. 


KPMG, as the external auditors appointed by the shareholders, have conducted an independent examination in 
order to express their opinion on the consolidated financial statements. These financial statements have 
been approved by the Board of Directors on the recommendation of the Audit Committee. 


Paul H. Braconnier 
Chief Financial Officer. 


Auditors’ Report to the Shareholders. 


We have audited the consolidated balance sheets of Vicom Multimedia Inc. as at January 31, 2000 and 1999 and 
the consolidated statements of operations and deficit and cash flows for the years then ended. These financial 
statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on 
these financie statements based on our audits. 


We cphtleteal our oe ea in acoordd ee with Canadian generally accepted auditing standards. Those standards 
require that we plan and perform an audit to obtain reasonable assurance whether the financial statements are free 
of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements. An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position 
of the Company as at January 31, 2000 and 1999 and the results of its operations and its cash flows for the years 
then ended in accordance with Canadian generally accepted accounting principles. 


KONG Sy 


Chartered Accountants 


Edmonton, Canada 
March 24, 2000 


ViCOM MULTIMEDIA INC. 


Consolidated Balance Sheets 
January 31, 2000 and 1999 


2000 1999 
Assets 
Current assets: : 
Cash and cash equivalents 2 $ 1,207,057 $ 2,300,503 
Accounts receivable . ae oo 580,292 1,292,284: 
Prepaid expenses) __ ines ee e 76,432 78,923: 
3 se 1,883,781. ~ 3,671,710 
Future tax asset [note 11(c)] . eee ig A : 329,000 io os 
Capt eee net of f accumulated amortization (oore 2) ees ae 1,027,723 1,109,813 
Advances to ene venture on a) = 7 = a . A : S ig ee — 9,630 
Long-term investment (note 4) Se er e : : oe ae = 494,770 494,770 
iene a oe $ 3,715,274 - * $ 5,285,923 
Liabilities and Shareholders’ Equity 
Current liabilities: Te oe a acs a , 
Accounts pavable and accrued eae ah cr ae tee eo Bee ees $ 821,505 $ 763,733. - 
Current portion of obligations under capital leases ae es ee ase 76,074 a — 
Loans payable por 5) 3 ig che a Laas ae : eee 53,750 
ee: See a pow ae 897,579 817,483 
_ Obligations under = leases (note 6) — i aS _ 158,844 Pass 
Shareholders’ equity: | : 
Share capital (note 7) 13,630,659. SESS TILZO 
Contributed surplus [note 7(a) | 3 534,171 420,551 
Deficits pee (11,505,979) (9,727,236) 
2,658,851 4,468,440 
Commitments (note 9) e | a : 
$ 3,715,274 $ 5,285,923 


See accompanying notes to consolidated financial statements. 


On behalf of the Board: 


Director 


Director 


VICOM MULTIMEDIA INC. 
Consolidated Statements of Operations and Deficit 
Years ended January 31, 2000 and 1999 


2000 1999 
Revenue eerie | $ 3,434,543 $ 4,634,334 
Production costs : ; . Boe - 2,002,730 3,103,335 Z 
Gross profit ‘ eee a8 1,431,813 1,530,999 
Interest income ; Hes, 75,822 70,460 
Gain on sale of interest in joint venture (note 3) : pes 88,565 — 
Expenses: es = po aoe 
General and administration — ae 3 : 2,146,259 1,763,107 
Selling - 2 ae ol ee ye 2 678,793 810,757 
Amortization Sy : « epee ts ae 2 oe hie 624,936 815,250 
Matketing ae: 3 Be a - oC ee 335,585 158,945 
Interest on ead ise obligations 5 eRe et < ae : ai 20,574 ae 
Research and Sey epnicnt (note eo NH a eos oe 179,959 66,267 | 
ee a oe a . 3,986,106 3,614,326 
Loss before HS pre tibeed a oie . eae = Lee (2,389,906) (2,012,867) 
~ Reduction 1 in income taxes incurred on Uisdoneausd PE is eee ee ce 
operations by application of losses of continuing, Cperstons: ee 98,757 1,051,622 
Future 1 income taxes (note 11) Brees Re eerie 28 % 329,000 aes 
Loss from corte ae operations Be te os oe (1,962,149) (961,245). 
Discontinued « operations, (note 8) cee ve uae 183,406" «3.2 > 2,094,373. 
Net earnings (loss) - = _ UE eee . (1,778,743) 1,093,128 
Deficit, besintine of year rays (9,727,236) (10,820,364) 
Deficit, end of year ay $ (11,505,979) $ (9,727,236) 
Loss from continuing operations, per share : $ (0.11) $ (0.05) 
Earnings (loss) per share [note 1(i)] $ (0.10) $ 0.06 


FE RTT BOT ORF A TERETE RET AUF LT I NT RBI NET RET RT AUNT 8 ESSER TIC OTE SPT REC ECR SET LUETS 


See pO notes to consolidated financial statements. 


VICOM MULTIMEDIA INC. 


Consolidated Statements of Cash Flows 
Years ended January 31, 2000 and 1999 


Cash brovided by (used in): 


Operations: 
Loss from continuing operations 
Adjustments for: 
Amortization 
Gain on sale of interest in joint venture 
Future income taxes 
Loss (gain) on disposal of capital assets _ 
Changes in non-cash operating working pepital 
Discontinued operations: —— 
Earnings from discontinued operations — 
_ Gain on sale of SourceSys Inc. | 


Fireneine: é 
- Repayments of obligations under capital lease 
Reduction of loans payable 


Redemption of share capital 


Investments: Ee : 
Purchase of capital assets | 
Proceeds on disposal of capital assets 
Increase in long-term investments 
Proceeds on sale of interest in joint venture 
Proceeds on disposal of discontinued operations 
Advances from (to) joint ventures 


Increase (decrease) in cash position 
Cash and cash equivalents, beginning of year 


Cash and cash equivalents, end of year 


See accompanying notes to consolidated financial statements. 


2000 1999 
$ (1,962,149) $ (961,245) 
624,936 815,250 
(88,565) Be ae 
(329,000) ane 
(24,150) 17,239 
772,254 (445,297) 
183,406 2,054,373 
(282,163) (2,992,398) 
(1,105,431) (1,512,078) 
(67,267) se 
_ (53,750) (446,052) 
(30,845) (92,966) 
(151,862) (539,018) 
(357,995) (297,811) 
141,485 484,300 
wes 494,770 
100,000 st 
282,163 3,309,730 
(1,806 75,580 
163,847 3,077,029 
(1,093,446) 1,025,933 
2,300,503 1,274,570 
$ 1,207,057 $ 2,300,503 — 


VICOM MULTIMEDIA INC. 


Notes to Consolidated Financial Statements 
Years ended January 31, 2000 and 1999 


-Vicom Multimedia Inc. (the “Company” or “Vicom”) is engaged in software development, multimedia, video, pre- 


press and interactive, communications. ‘The Company is subject to the provisions of the Business Corporations Act 
of Alberta and its shares are listed on the Canadian Venture Stock Exchange. 


1 a 
(a) 


(b) 


(c) 


(d) 


(e) 


(f) 


Significant accounting policies: 


Basis of presentation: 


These consolidated financial statements include the accounts of the Company’s wholly-owned subsidiaries, 
Vicom Media Foleuies Inc. and Airport Interactive Services Inc. 


Use of accounting estimates: 

The preparation of financial statements in conformity with Canadian generally accepted accounting principles 
requires the Company’s management to make estimates and assumptions that affect the reported amounts of 
assets and liabilities and disclosure of contingent assets and liabilities as at the date of the financial statements 
and the reported amounts of revenues and expenses during the reporting periods presented. Actual results 
could differ oom. the estimates made by mene ent: 

Cash and ae equivalents: ie 

The Company considers deposits i in banks, certificates of deposit and short-term investments with original 
maturities of three months Or less as cash and cash equivalents. 

Capital assets: 

Capital assets are stated at cost. Amortization is : provided using rates sufficient to amortize the costs over the 
estimated useful lives of the assets. Amortization 1 is provided using the declining balance method at the 
following annual rates: 

Asset. \)'% Men Rate 
Computer and production equipment 40% to 50% 
Office furnishings and equipment 25% 
Computer software ne 50% 
Leasehold improvements are amortized on a straight-line basis over the shorter of the lease term and their 
estimated useful lives. 

Research and development costs: 


‘The Company expenses research expenditures. Program and software development costs are expensed as 
incurred, unless they meet generally accepted accounting criteria for deferral. ‘This assessment is made on a 
quarterly basis. Research and development costs are reduced by the related government assistance, tax 
incentives and revenues. 


Amortization commences once the product has achieved commercial acceptance, and ts calculated utilizing the 
straight-line method over the remaining economic life of the product, not exceeding three years. 


Revenue recognition: 


Software license fees are recognized as revenue upon fulfillment of all significant obligations under the terms 
of the license agreements. Revenue related to customized software packages, including implementation and 
installation services, is recognized on the percentage-of-completion basis. Kees from software support 
agreements are initially recorded as deferred revenue and recognized over the term of the agreements. 


Foreign currency translation: 


Monetary items denominated in foreign currency are translated to Canadian dollars at the rate in effect at the 
balance sheet date, and non-monetary items are translated at rates of exchange in effect when the assets were 
acquired or obligations incurred. Revenue and expenses are translated at rates in effect at the time of the 
transactions. Horeign exchange gains and losses are included in income. 


(h) Income taxes: 


(1) 


Gj). 


The Company uses the asset and liability method of accounting for income taxes. Under this method, fuicire 
tax assets and liabilities are recognized for the future tax consequences attributable to differences between the 
financial statement carrying amounts of existing assets and liabilities and their respective tax basis. Future tax 
assets and liabilities are measured using enacted or substantively enacted tax rates expected to apply to 
taxable income in the years in which those temporary differences are expected to be recovered or settled. The 
effect on future tax assets and liabilities of a change in tax rates is recognized in income in the period that 
includes the date of enactment or substantive enactment. 


Earnings per share: 
Basic earnings (loss) per share has been calculated using the weighted average number of common shares 


outstanding during the year. Had the shares under option, referred to in note 7(b), been exercised in 2000, 
earnings per share would not have changed materially. 


Stock-based compensation plans: 


‘The Company has one stock-based compensation plan, which is described in note 7(b). No compensation 
expense is recognized for the plan when stock or stock options are issued to employees. Any consideration paid 
by employees on exercise of stock options or purchase of stock is credited to share capital. If stock options are - 
repurchased from employees, any excess of the consideration paid over the carrying amount of the stock or 
stock option cancelled is charged to retained earnings. 


Capital assets: 


2000 

Accumulated Net book 

Re ee See Gast = 2% amortization value 
Computer and productionequipment =—S=«&H 1,119,158 - $ 629,425 $ 489,733 
Leasehold improvements = ues SS 12ADIAC 66,181 ~ 58,033 
Office furnishings and equipment — aoe eae % 654,376 428,284 226,092 
Gomputersoftware ee 370507 251,975 Bee eee 
| oe | . vo Liege 1,375,865 842,390 
Production equipment under capital lease OUR RS oe. 116,852 185,333 
ee : $2,520,440. = $ 1,492,717 $ 1,027,723. 

1999 

sea Accumulated Net book 
Cost amortization value 

Computer and production equipment $2,433,240 - $ 1,814,275 $ 618,965 
Leasehold improvements 521,869 492,268 29,601 
Office furnishings and equipment 832,821 494,094 = 3385727 
Computer software 363,298 240,778 122,520 
$ 4,151,228 $ 3,041,415 $ 1,109,813 


Amortization of property under capital leases of $ 116,852 (1999 — $ nil) is included in amortization expense: 


Included in amortization in 1999 are write-downs of capital assets totalling approximately $ 250,000 to reflect 
management’s revised estimates of the recoverable value of the capital assets. 


3. 


interest in joint venture: 


During fiscal 1998, the Company and an unrelated party entered into a joint venture incorporated as 
Com-Do Corp. to produce a Taekwon-do multimedia encyclopedia on CD-ROM. In exchange for the 
contribution of resources and production services, the Company received a 50% interest in the joint venture. 
On September 30, 1999, the interest was sold for $ 100,000. 


The consolidated financial statements include the Company’s proportionate share of revenues ($ 43,693; 1999 
— $ 120,165) and expenses ($ 42,747; 1999 — $ 125,397) of its interest in the joint venture up to the sale 
date. 


Long-term investment: 


Effective March 1, 1998, the Company transferred the Nereus multimedia publishing software assets and 
liabilities included in its product development and distribution segment to a new wholly-owned subsidiary, 
Nereus Technologies Inc., subsequently renamed iKnowledge Inc. Following the transfer, unrelated third 
parties purchased a 54. 55% i interest in 1Knowledge Inc. by subscribing for $ 6,000,000 of treasury shares in 
iKnowledge Inc. Vicom’s interest in the company has been diluted to 20.27% at January 31, 2000 by 
subsequent equity contributions from unrelated third parties. Each of the Company and the unrelated third 
parties are holders of shares issued by rae 3 Inc. with substantially the same rights and are subject to a 
shareholders’ agreement. 


The long-term investment was originally oded at $ 494,770, being the Company’s carrying dalue of the 
capital assets transferred on March 1, 1998. As at January 31, 2000, the Company continues to record this 
investment at the original value. Management did not record a gain on the original 1998 disposition of the 
interest or on any subsequent equity contributions. 


The Company’s share of the carrying value of iKnowledge Inc.’s net assets as of January 31, 2000 is 
approximately $ 260,000 but management does not believe its investment has been permanently impaired. 
iKnowledge Inc. continues to pursue additional funding and the pursuit of profitable operations. iKnowledge 
Inc. is a development stage enterprise and operates in a highly competitive and technology driven 
environment. This industry 1 is undergoing substantial change and is subject to a high level of uncertainty. 
Should iKnowledge Inc.’s business environment or conditions of business change, it may result in an 
adjusts of the future ane values of the investment by a material amount. 


Loans payable: 
ae 2000 2S 251999 

Proportionate share of the demand Joan of joint venture, 

bearing interest at the lender’s prime rate plus 2%, 

secured by a general security agreement 

over the Com-Do joint venture described in note 3 $ _ $ 53,750 
Obligations under capital leases: 
Year ending January 31: 
2001 $ 92,430 
2002 90,187 
2003 ee 3 B2,020- 
Total minimum lease payments 264,637 
Less amount representing interest 

(at rates ranging from 8.13% to 8.59%) ; 29,719 
‘Present value of net minimum capital lease payments 234,918 
Current portion of obligations under capital lease 76,074 


$ 158,844 


7. Share capital: 


2000 1999 
Authorized in unlimited numbers: 
Class A and B voting common shares 
Class C and D non-voting common shares 
Class P-1 preferred shares 
Issued: 
17,455,987 Class A shares (1999 — 17,640,987 shares) $ 13,630,659 $ 13,775,125 


(a) Contributed surplus: 


During the year ended January 31, 2000, the Company repurchased for cancellation 185,000 (1999 — - 660 ,000) 
of its Class A shares for cash contileration of $ 30,845 (1999 — $ 92,966). The excess of $ 113,620 (1999 — 
$ 420,551) of the average stated value over the shares’ repurchase cost was credited to contributed surplus. 


(b) Stock-based compensation plans: 


The Company has one fixed stock option plan. The Company may Porat options to its employees for up to 
10% of outstanding shares of common stock. The exercise price of each option equals the market price of the 
Company’s stock on the date of grant and an option’s maximum term Is five years. Options vest at differing 
intervals on a contract by contract basis and summary information reflecting weighted average exercise prices 
Det ayere option is Preeti below: 


2000 oe ete , 1999 


Shares_ os Belee Shares Price 
Outstanding, . ieee = : ec 
beginning of year 1,554,763 ; $ 0.60 1,319,613 ~~ $ 1.00 
Granted . ig 3 -— 726,400 0.15 
Forfeited eee (824,763) es OSE (491,250) 1.00 
Outstanding, end of year 730,000 $0.26 1,554,763 $ 0.60 

: Options outstanding 5 iz : Options exercisable 
Number Weighted-average Number 

Exercise outstanding at — remaining contractual exercisable at Exercise 
price January 31, 2000 life (years) January 31, 2000 price 
$ 1.00 95,000 1:5 76,000 $ 1.00 
$ 0.15 , 635,000) BOK 341,250 $0.15 


730,000 ones 417,250 


. Discontinued operations: 

Sale of interest in SourceSys Inc. 

Effective June 10, 1998, the Company sold its 57. 76% i interest in the assets and liabilities of f SourceSys Inc. for 
$ 3,564,630, ‘receivable in five instalments. Four instalments were recognized as proceeds prior to 


January 31, 1999. The final instalment together with interest, held in escrow at ganuary 31,1999, was 
recognized as proceeds of $ 282,163 in 2000. 


As of January 31, 1999, all of the Company’s interests in the SourceSys Inc. assets sand liabilittes have been 
removed from the Company’ s balance sheet. The Om pana s portion of the net assets of SourceSys Inc. held 
at January 31, 1998 amounted to $ 366,162. 


Statement of operations 


The results of discontinued operations have been included i in the consolidated statement of operations 
as follows: 


ae 2000 1999 

Sales eee So, Bee Vie ae — $ 421,595 

Gross profit 2 $ _ $ 267,888 

Expenses : HEE hte a : — 154,291 

Eagnings before (come mes = 113,597 
: Income tax provision as Bs Roots P : . S == 

(50,665) 5 eee : sa 

Facts from operations Ree ie < ee ee ee : -— 62,932 

Gain ( on sale of pie oheined operations ies xe Pe 282,163 2,992,398 

Less income tax provision thereon et Aes = (98,757) 

(10003957) 2 se epee ee ee ae x 

Net fa on sale = x s - oe ee : 183,406 i; 991 441 

Earnings from Gaconiinuees operations ae ee Ware $ 183,406 § 2,054,373 

Comin venka: : 


The Company is committed to the following minimum annual rental payments under operating lease 
agreements for premises: 


2001 3 | : $ 211,693 
2002 , | 213,360 
2003 oS Sale | 3 193,360 
2004 coe ? | | 141,270 
2005 | 51,667 


10. Research and development: 


Costs related to product research and product development which do not meet the Company’s criteria for 


deferral have been expensed. These costs totalling $ 179,959 (1999- $ 66,267) include direct expenses for 
research, product development, market development and an allocation of related overhead expenses. 


11. Income taxes: 


(a) 


(b) 


0 


Expected tax rate: 


The expected effective tax rate for an Alberta public company is approximately 45%. During 2000 and 1999, 
the Company incurred a loss from continuing operations and generated income from discontinued operations. 
An income tax provision at 45% was applied to the income from discontinued operations. ‘The Company has 
applied the losses from continuing operations against the income from discontinued operations. 


Change in accounting policy: 
Effective January 1, 2000, the Canadian Institute of Chartered Accountants (“CICA”) changed the accounting 
standards relating to the accounting for income taxes. ‘The Company has adopted the new income tax 


accounting standard as of January 31, 2000 and has applied the provisions of the standard retroactively to 
January 31, 1998. 


The CICA’s new standard on accounting for income taxes adopts the liability method of accounting for future 
income taxes. Under the liability method, income tax assets and liabilities are determined based on 
“temporary differences” (differences between the accounting basis and the tax basis of the assets and 
liabilities), and are measured using the currently enacted, or substantively enacted, tax rates and laws 


expected to apply when these differences reverse. A valuation allowance, reviewed ‘quarterly by management, 


is recorded sufficient to reduce the future income tax asset to the amount that is more likely than not to be 
realized.._ Income tax expense or benefit is the sum of the Company’s provision for current income taxes and 
the difference between the opening and ending balances of the future income tax assets and liabilities. 


Prior to adoption of this new accounting standard, income tax expense was determined using the deferral 
method. Under this method, deferred income tax expense was determined based on “timing differences” 
(differences between the accounting and tax treatment of items of expense or income), and were measured 


“using the tax rates in effect in the year the differences originated. Certain deferred tax assets, such as the 


benefit of tax losses carried ees were not recognized unless there was virtual certainty that they would be 


realized. 


Net future t tax asset: 


The tax effects of temporary Hifferonces hae give rise to doniicene portions of the future tax assets and 
liabilities at January 31, 2000 and 1999 are presented below: 


2000 1999 
Future tax assets: a. | et ie 
Non-capital losses carried forward — ; : $ 2,888,000 $ 2,035,000 
Capital assets, differences between 1 net book vale 
and undepreciated capital cost ~ 1,056,000 775,000 
Investment tax credits | 360,000 360,000 
Scientific research and development 
expenditures eligible for deduction . 493,000 493,000 
Long-term investment, differences 
between net book value and tax base. 1,712,000 1,712,000 
Other 153,000 211,000 
6,662,000 5,586,000 
Less valuation allowance (6,333,000) 
(5,586,000) 
Net future tax asset $ 329,000 $ ae 


The non-capital losses carried forward expire primarily in 2004 and subsequent years. 


12. Financial instruments: 
(a) Fair values: 


The carrying values of cash and cash equivalents, accounts receivable and accounts payable and accrued 
liabilities approximate their fair values due to the relatively short periods to maturity of the instruments. The 
fair value of the obligations under capital leases approximate their carrying value. 


(b) Credit risk: 
The Company has no individually significant credit risks at January 31, 2000. 


(c) Credit facilities: 


The Company has authorized credit facilities available up to $ 790,000 primarily represented by a revolving 
loan. ‘The credit facilities are secured by a general security agreement covering all assets of the Company. The 
_ revolving loan bears interest at prime plus 0.75%. As at January 31, 2000, no amounts were drawn on this facility. 


13. Related party transactions: 


‘The Company provided accounting services to iknowledge Ltd., an associated company. ‘The revenue from 
these services, aggregating $ 94,242 and $ 271,095 in 2000 and 1999, respectively, was credited to selling, 
general and administrative expenses as a cost recovery. These transactions are in the normal course of operations 
and are measured at the exchange amount of consideration established and agreed to by the related parties. At 
a ca og fe 005 2 5,414 oe -- ‘$ 70 278) 1 is minded) in accounts receivable as due from iKnowledge Ltd. 


4. Supplemental cash flow information: 3 


2000 SE ers ghooe 


st paid es ee $ 20,574 oS 
Interest received — Bh ec Boe) ae ae 75,822 70,460 
Certain of the 1999 figures i in the s statement oe cash flows have been eeieted to reflect the current year’s 
presentation. “ 


15. Segment disclosures: 


The Company has two reportable segments based on the products and services it provides: Media Production 
Services and Product Development and Distribution. The Media Production Services segment provides media 
production services including video, audio, graphics, multimedia programming, CD-ROM creation and Web and 
Internet authoring. Also included in this segment are print and pre-press services. The Product Development 
and Distribution segment creates and distributes multimedia software applications including the SAFE-I-Disc 
line of training products and in 1999 the Nereus multimedia publishing software. The accounting policies of the 
segments are the same as those described in note 1. The Company evaluates performance based on earnings 


_ before interest and income taxes (“EBIT”). 


The assets and results of operations of the two segments are as follows: 


Fiscal 2000 Media 
Production 
Services. 
Segment assets $ 137350 
Expenditures .on capital assets 591,254 SS 
Canadian source revenue 3,260,066 
Foreign source revenue 7,967 
Revenues from external customers 3,268,033. 
Interest income ee * 95 
Gain on sale of interest in joint venture 5 — 
_Intersegment revenues 81,565. 
Amortization of capital assets and goodwill 479,090 


Product 
Development 


and Distribution Corporate Total 
$ 57,414 $ 2,284,346 $ 3,715,274 
8,222 60,704 660,180 
152,867 bins 3,412,933 
13,643 ef: 21,610 
166,510 oe 3.434.543 
ee 75,727 75,822 

a 88,565 88,565 

- ee (81,565) ee 
19,141 126,705 624,936 


Segment loss 


Income tax benefit recognized _ 
Future income tax recovery 
Loss from continuing operations | 


Discontinued operations (note 8) 
Net loss for the year 


- $ (504,460) $ (807,830) $ (1,077,616) $ (2,389,906) 


IB TIT, 
329,000 
(1,962,149) 


183,406 
$ (1,778,743) 


Fiscal 1999 Media Product 
Production Development 
Services and Distribution | Corporate — Total 
Segment assets $ 1,601,524 $ 237,648 $ 3,446,751 $ 5,285,923 
Expenditures on capital assets 276,522 2,446 . 18,843 297,811 
Canadian source revenue 4,172,551 388,273 — 4,560,824 
Foreign source revenue 13,143 60,367 — 73,510 
Revenues from external customers 4,185,694 448,640 ee 4,634,334 
Interest income 155 — 70,305 70,460 
Intersegment revenues 31,988 11 (31,999) ae 
Amortization of capital assets and goodwill 406,587 16,956 391,707 815,250 
Segment loss $ (572,374) $ (72,569) ~ $ (1,367,924) - $ (2,012,867) 
Income tax benefit recognized 3 1,051,622 
Loss from continuing operations (961,245) 
Discontinued operations (note 8) 2,054,373 


Net earnings for the year : $ 1,093,128 
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